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KEY ECONOMIC INDICATORS 
Values in millions of current Canadian Exchange rate: Floating rate since 
dollars unless otherwise stated ao, Average a a = 
US$1.00; Sept. 1974 = US$1.013 
7 aa/ aa) . 


A 
INCOME, PRODUCTION, EMPLOYMENT 1972 1973 1974 
Cum. 

GNP** 103,493 118,902 137,608 

GNP at Constant (1961) Prices** 71,722 76,345 79,304 

Per Capita GNP «* 4,764 » 408 6,121 

Personal Income 81,855 93,418 102,105 

Business Fixed Investment 18,363 22,107 26,584 

Industrial Production Indices* 

(1961 = 100) (June) 

Industrial Composite 198.3 214.9 222.6 
Motor Vehicles 516.7 565.8 525.4 
Pulp and Paper Mills 146.4 153.9 AT Sed 
Crude Petroleum and Natural Gas 321.8 352.2 348.0 
Iron and Steel Mills 182.3 200.8 202.3 

Average Weekly Industrial Wage (June)(C$) 149.25 160.04 175.06 

Employment (000) (July) 8,329 8,759 9,675 

Average Unemployment Rate (%) (August) 6.4 6.3 5.3 

MONEY AND PRICES 

Privately held money supply (August)*** 40,909 48,412 54,956 

Chartered Bank General Loans (June)*** 23,435 29,396 32,647 

Gross Public Debt (March) **** 47,686.7 51,717.7 55,557 

Net Public Debt (March) **** 17,936.7 17,455.8 18,128 

Bank of Canada Bank Rate (September) *** 4.75 7-25 9.25 

Chartered Bank Prime Rate (September)*** 6,00 9.50 11.50 

Indices: 

Consumer Prices, all items 

(1961 = 100) (August) 139.8 150.4 169.6 
Consumer Prices, food 

(1961 = 100) (August) 141.4 162.0 192.8 
Wholesale Prices, all items 

(1935-1939 = 100) (July) 317.3 364.3 462.5 
Industry Selling Prices 

Manufacturing (1961 = 100) (July) 127.4 142.7 169.3 


BALANCE OF PAYMENTS AND TRADE 

International Reserves (August) *** 6,049.9 5,768.2 

Balance of Payments * +336 -467 

Balance of Trade (August)* +1,608 +2,131 -46.0 

Exports, FOB feonet) 20,140 25,301 26.5 
To U.S. 13,964 17,070 22,2 

Imports (August) 18,577 23,269 O44 34.2 
From U.S. 12,878 16,484 13,517.9 28.3 


Footnotes: 


1/ Full year figures 
z, Annual. data for 1974 projected on basis for first two quarters 


p 3/ 


2/ Percentages are derived from same cumulative portions of 1973 and 1974 
Seasonally Adjusted 

** Seasonally Adjusted at Annual Rates 

*** End of Period 

*e#** New Indicators 


Sources: Bank of Canada Review and Statistics Canada 





Summary 


Outpacing the economies of most of the other industrialized 
countries in early 1974, the Canadian economy turned in a 
dull performance in the second quarter, and economic fore- 
casters were revising downward their projections for real 
economic growth in the latter part of 1974. No one was 
talking about prospects of a recession in Canada, but 

there were predictions of slower real growth, continued 
high inflation rates and greater unemployment. The 
Canadian Government, buoyed by its success in the general 
elections in July, remained confident of the basic strength 
in the economy, and its optimism was bolstered by continued 
high levels of investment intentions by Canadian business- 
men. The budget, whose defeat in Parliament precipitated 
the general elections, will be reintroduced in November, 

and there are indications that the new budget may be some- 
what less expansionary and that there will be some softening 
of the previously proposed, and much criticized, tax 
revisions for the mining and petroleum industries. The 

new Foreign Investment Review Act became operative in April, 
and observers were still waiting to see what precedents 
would be set by the Review Board in disallowing foreign 
takeovers of Canadian firms. The second phase of the Act, 
dealing with new investment, is expected to become operative 
before the end of the year. Two-way trade between the United 
States and Canada was setting records every month and is 
approaching $40 billion annually. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


The Uncertainties Began ... 

The surging Canadian economy of the last quarter of 1973 
and the first quarter of 1974 turned sluggish in the 
second quarter of 1974 and began exhibiting several of 
the characteristics of other industrialized countries: 
static real growth in GNP, high inflation rates, lower 
industrial production, and higher unemployment. Growth 
in terms of current prices slowed to the rate of general 
price increases, and some economic analysts began using 
the term "stagflation" to describe the economy. No one 
was predicting a recession for the rest of 1974 and early 
1975, but forecasters were revising downward their 
estimates for real GNP growth for 1974 and 1975 to less 
than five percent. These predictions were in sharp 
contrast to the real growth of twelve percent in the last 
quarter of 1973 and 7.1 percent for that entire year. 
Canadian exports were down somewhat in volume for the 
second quarter, and analysts were watching developments 
in Canada's chief trading partners, particularly the U.S. 


eee As the Country Voted ... 

Defeat of the budget in May resulted in the dissolution 

of Parliament and general elections in July, when the 
Liberal Party won a solid majority in the House of Commons. 
Inflation was the major issue in the campaign, and by 
opting for a Liberal majority, the Canadian electorate 
rejected the Progressive Conservative Party's proposal to 
institute wage and price controls. During the summer, 
Prime Minister Trudeau resisted pressure to call the House 
into early session, i.e., before September 30, to deal 
with economic problems, especially strikes, or to call a 
national economic "summit" patterned after that in the 
United States. 


eee Inflation Continued ... 


High food prices paced the rise in the consumer price index, 
but almost all segments of the economy were affected by high 
inflation rates. The August level of the food component of 
the CPI was 14.3 percent higher than one year earlier; 
higher housing prices, record mortgage interest rates and 
increased repair costs pushed the housing index up 9.4 per- 
cent above the previous August; and the transportation 
index in August was 10.5 percent higher than a year ago, 
largely due to increases in new car prices. Capacity 
restraints and labor shortages, which became apparent in 





the latter part of 1973, exacerbated domestic inflation; 
and, despite Canada's favorable resource base, its 
economy could not be insulated entirely from the world- 
wide problem of inflation brought about by huge increases 
in world petroleum prices, agricultural commodity short- 
ages, and heavy demand for industrial raw materials. 
Present estimates for inflation rates in 1975 range from 
eight to twelve percent. 


eee And Labor Demanded More Money ... 

A record number of work stoppages in the first six months 

of 1974, especially in the construction industry, con- 
tributed to the decline in industrial production for the 
second quarter; and contract settlements resulted in 
double-figure percentage wage increases. Strikes tied up 
the public transportation systems in Montreal and Toronto 
for several weeks, and a grain-handlers! strike in Vancouver 
has since August effectively blocked most of the grain which 
customarily moves from that port. From August 7 to October 
3 a strike of deck officers and ship engineers tied up 154 
Canadian-flag Great Lakes cargo ships. Unemployment was 
down in August from the level of a year ago, and shortages 
of workers existed in the forest and agricultural industries. 
To help out the latter industry, the Canadian and Mexican 
Governments reached an agreement in June to regulate the 
flow of Mexican seasonal farm workers, largely to the 
vegetable farms in Ontario. Unemployment in Canada was 
expected to increase in the latter part of 1974, and some 
pessimistic forecasters have predicted a seven percent 
level of unemployment for 1975. 


eee While the Government Remained Confident. 


As chief spokesman for the government on economic matters, 
Finance Minister John N. Turner has rejected the term 
"stagflation" to describe the current and projected 
Canadian economy and has publicly stated several times that 
the economy is basically sound. Citing a Statistics Canada 
mid-year survey of public and private investment which 
showed total capital investment intentions increasing by 

21 percent, Turner has predicted continuing growth of the 
economy for the rest of 1974. Turner and other Government 
spokesmen have acknowledged the problems of world-wide 
inflation and soaring interest rates, but have cautioned 
other governments not to take severe repressive measures 
which might snowball into a world-wide depression. Canadian 
Government officials are, of course, concerned about the 
recycling of world oil revenues, which could seriously 
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disrupt the global financial system, and they look to the 
IMF for solutions to the problem. 


The New-Old Budget 


Finance Minister Turner is expected to present in mid- 
November essentially the same budget that was defeated 
in May and precipitated the general elections. He has 
given hints that the budget might be somewhat less 
expansionary and that there might be some modifications 
in provisions on the taxation of the mining and petroleum 
industries. The May budget was severely criticized by 
these industries and by provincial authorities for its 
proposal that the resource industries could no longer 
deduct royalty payments to the provinces as an expense 
on their federal corporate income tax returns. Spokes- 
men for the mining and petroleum industries contend that 
such action would block any expansion of the industry 
and could result in retrenchment. The attendant un- 
certainties have in fact appeared to produce a stand- 
still. Finance Minister Turner has already held talks 
with some provincial authorities on the subject, and has 
announced plans to meet with others before presenting 
the budget to Parliament. 


Foreign Investment 


The first phase of the Foreign Investment Review Act 
pertaining to the screening of proposed foreign takeovers 
of large Canadian firms became operative in April. Since 
then, eight takeovers have been approved and none has 

been rejected. At least three dozen applications are 
currently pending. In the case of the first six takeover 
approvals, no detailed information was given as to how 
the "significant benefit" to Canada provision of the Act 
applied. In the case of the seventh approval, an announce- 
ment by the Department of Industry, Trade and Commerce 
detailed the future undertakings that had been agreed to 
by the firm taking over. Significant among these were 
plans to increase employment and launch a new export 
marketing effort. Since no takeover bid has yet been 
disallowed -=- although one was allowed to lapse -- there 
is as yet no precedent for determining a takeover judged 
to be not in the best interests of Canada. Investors will 
be monitoring the actions of the Foreign Investment Review 
Agency in this regard to judge how fairly the Agency deals 
with foreign investment from various quarters. The 
Minister of Industry, Trade and Commerce has stated that 
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the second phase of the Act, pertaining to all new foreign 
investment, will become operative by the end of 1974. 
Other legislation which could affect foreign investment is 
an amendment to the Export and Import Permits Act, passed 
in May, which gives the government "last resort" power to 
encourage additional processing of raw materials before 
their export. The Throne Speech, opening Parliament on 
September 30, spoke of amending the Foreign Investment 
Review Act to include Canadian book publishers, even if 
they have assets of less than $250,000. There has been 
pressure from Canadian publishers to terminate the favored 
status of Time and Reader's Digest among foreign-owned 
publications by disallowing the cost of advertising in 
these periodicals as a business expense for Canadian 
federal tax purposes. 


IMPLICATIONS FOR THE UNITED STATES 


Trade Outlook Continues Bright 

Two-way trade between Canada and the United States might 
reach forty billion dollars in 1974. Canadian exports to 
the U.S. are running about 22 percent in value above last 
year, primarily because of the increased price of oil 
including the — charge. Imports from the U.S. are up 


an astonishing 20 percent. Although much of the growth 
can be attributed to higher prices, some volume increases 
have occurred. Consumer spending in Canada has remained 
strong, at least until now, as has fixed capital expendi- 
tures; and despite some slackening of the Canadian economy, 
numerous opportunities remain for U.S. businessmen in the 
Canadian market. (Some of these are specified below.) 
Increased costs and delivery times for Canadian-produced 
goods -=- particularly as these factors affect markets, such 
as British Columbia, remote from the more industrialized 
eastern half of Canada -- have prompted searches for new 
sources of supply which often lead to the United States. 


Agriculture 

We reported in May that Canada's agricultural imports from 
the U.S. exceeded $1 billion in 1973 for the first time. 

In the first seven months of 1974, U.S. agricultural exports 
to Canada increased by 35 percent in value over the compar- 
able period of 1973 (from $529 million to $715 million), 
Commodities for which Canadian demand was strong in these 
seven months were: vegetables, fresh citrus and other 
fruits, cotton, soybean cake and meal, oil seeds, corn and 
other feed grains, sugar, tobacco and rice. 





Early frosts in the prairie provinces have reduced the 
quality and quantity of the wheat harvest. Thus, much 

of the wheat customarily available for milling will go 
into feed grains. Although this development will re- 
lieve some of the foreign pressures on U.S. feedgrain 
supplies, it will also put added pressures on U.S. stocks 
of bread grains. 


Capital Goods 


With business investment intentions remaining strong, 
export opportunities remain good for special industrial 
machinery and other types of capital equipment. The 
Province of Alberta has economic development plans 
featuring the following sectors: petrochemical, iron and 
steel, agricultural processing, forestry, coal and coal 
gasification, and secondary manufacturing based on these 
five resource sectors. Future U.S. export opportunities 
will be found in these sectors -- to the extent that the 
Alberta Government's development plans come to fruition. 
Our Consulate General in Montreal reports high interest 

in U.S. products such as hoists, industrial material and 
wood-working machinery (including equipment used in the 
production of prefabricated homes) for the construction 
and woodworking industries; baling presses, machinery and 
heavy duty stapling machines for the paper and related 
industries; all types of wiring supplies, electric relays 
and electric motors for the electrical and electronic 
machinery industry; measuring, analyzing and controlling 
instruments, grain handling equipment and textile machinery. 
Our Consulate General in St. John's, Newfoundland, reports 
that the construction industry in that province is booming. 
The lower Churchill hydro power project, a second refinery 
at Come By Chance and two hotel-shopping complexes are 
major projects in the early planning stages. 


Industrial Products and Materials 


Our posts have identified markets for: construction materials, 
dental chairs, bottles for packaging pharmaceuticals, 
laboratory equipment, corrugated boxes, fertilizers, chromic 
acid, pesticides, phosphates, ammonium nitrate, acoustical 
materials, fiberglass, and upholstery and drapery materials. 
In the case of industrial products, timely delivery has 


become a dominant factor in Canadian businessmen's purchasing 
decisions. 


Consumer Goods 
Our Consulate General in Montreal reports a growing number 





of inquiries about processed foodstuffs (all kinds of 
canned vegetables, fruits, prepared frozen foods, pro- 
cessed American cheeses and broken rice); for do-it- 
yourself type of equipment, especially homegardening 
equipment and electric-powered hand tools; a wide 

range of kitchen equipment (formerly cooking utensils 
manufactured in France held a competitive advantage 
which appears to have turned in favor of U.S. sources), 
and for other household items. Leisure and recreational 
products. are still in demand in most of the provinces, 
and even in Newfoundland, retail sales of all categories 
increased over 18 percent in the first five months of 
1974. In British Columbia, fresh sources of supply in 
the U.S. are being investigated, despite high tariffs 
and rising prices. 


Services 


U.S. financial services have found a market in Winnipeg 
and Toronto. The Canadian Banking Act does not permit 
the chartered banks to engage in leasing, and affiliates 
of foreign banks, the so-called "near banks", have 
entered that business to such an extent that Canadian 
bankers are requesting that the Act be amended to cover 
other financial institutions which engage in some forms 
of banking activities but which cannot call themselves 
banks. 


Special Situations in the Provinces 
Alberta 


The general picture of a booming provincial economy is 
illustrated by a shortage of skilled and unskilled labor, 
with the unemployment rate presently at 2.1 percent. The 
current uncertainties aroused by federal proposals last 
spring to eliminate royalty payments to the provinces as 
deductions on corporate federal tax returns, coupled with 
frozen well-head prices, have caused some drilling rigs 
and geophysical crews to move out of the province; and 
some petroleum companies are not proceeding with 
exploration or expansion plans. 


British Columbia 


A decline in housing starts in the U.S. has had serious 
consequences for the forest products industry, the major 
industry and employer in B.C., and a number of mill 
closures is anticipated. Federal taxation proposals, 
which would eliminate certain provincial royalty payments 





as deductions on federal income tax returns, have also 
had an unsettling effect on the industry, with a result- 
ant virtual halt in new investment. The decrease in new 
construction and capital expenditure may adversely affect 
the market for U.S. exporters of sawmill and pulp and 
paper machinery; and the industry's search for foreign 
markets to replace the depressed North American home 
construction market could provide additional competition 
for U.S. lumbering operations in export trade. Sales of 
mining and ancillary equipment from the U.S. may also be 
affected by major price declines in copper and mining 
companies! uncertainties over the federal-provincial 
squabble on taxation and the recently legislated Provincial 
Minerals Royalty Act. However, the construction industry 
in B.C. is still booming, in spite of labor problems, 
supply shortages and the high cost of money. 


Maritimes 


Labor unrest is a major problem in the Maritimes, as trade 
unions try to cope with inflation by reopening existing 
wage contracts in order to obtain some catch-up relief. 
Strikes have hit industrial plants, including the Volvo 
plant in Halifax, and the New Brunswick Telephone Company. 
The expropriation of waterfront vacation property owned by 
a U.S. citizen may have adverse effects on potential U.S. 
commercial and resort investors! plans until clear guide- 
lines emerge on provincial policy. The much publicized 
Bricklin automobile plant has started production. About 
20 "safety sport automobiles" daily are expected off the 
production line during the last quarter of 1974 for export 
to the northeast U.S. 


Newfoundland 


Labor unrest is a problem in this province also, with 
strikes in the fishing industry and at the Come By Chance 
oil refinery, and with unions seeking cost-of-living 
bonuses or other adjustments to their wage contracts, The 
pulp and paper mills are flourishing, as is the sawmill 
industry; however, the latter may be adversely affected 
by the slump in the North American housing industry. 
Agriculture was particularly hard hit by a late growing 
season, but construction is still booming. 


Ontario 


New taxes were initiated on real estate purchased by non- 
resident Canadians, and tax rates were increased on 





speculative profits arising from real estate transfers. 
High interest rates and the impact of these taxes have 
produced an apparent decline in housing starts. The 
Ontario Securities Commission has tightened regulation 
of foreign securities firms operating in Ontario; and 
a@ proposed new Securities Act of 1974, currently under 
consideration by provincial authorities, has evoked 
adverse reaction from banks and the Canadian Mutual 
Funds Association. 


Quebec 

"Bill 22", which legislated French as the official 
language of the province, came into force and received 
criticism, i-e-, from ultra-nationalists who contended 
that the bill did not go far enough to promote the 
French language and from businessmen who maintained that 
‘new investment would be restrained by the legislation. 
Some Ontario authorities told the press that the bill's 
passage had prompted moves by several businesses out of 
Quebec to Ontario. 


In August the Quebec Minister of Financial Institutions 
announced that a policy aimed at coordinating all invest- 
ment in Quebec would be formulated this fall. An inter- 
ministerial committee, whose report leaked to the press, 
apparently recommended that steps be taken to stop foreign 
investment in the cultural, financial and natural resources 
sectors in Quebec, 


Trade, Energy, and Fiscal Policy Problems 

From April to September the Canadian Government banned 
shipments of beef from the U.S., asserting that certi- 
fications of U.S. exporters were in inadequate compliance 
with Canadian regulations regarding DES, a growth hormone 
linked to cancer. In August the Canadian Government 
instituted a beef import quota system which will reduce 
U.S. market opportunities for slaughter cattle and dressed 
beef and veal by as much as 65 percent under last year's 
trade level. 


In September the Canadian Government announced that the 
price of exported natural gas to the U.S. would be increased 
substantially (to $1.00 per thousand cubic feet); and 
provincial authorities in British Columbia reported that a 
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shortfall in natural gas production would reduce shipments 
to the northwestern U.S. During the same month, the 
Alberta Provincial authorities announced the reintroduction 
of oil production quotas when five refineries in the U.S. 
cut back on their demands for Canadian crude because its 
cost -=- higher by as much as two dollars a barrel than 


other crude in Chicago -- was creating buyer resistance in 
the U.S. 


On the domestic scene, the provincial premiers, in addition 
to criticizing the federal government on the mining and 
petroleum tax royalty issue, were also complaining about 
aloss of revenue because of the indexation of federal 
income taxes. The premiers maintain that the federal 
income tax indexing scheme, designed to compensate for 
inflation by keying tax rates to real income, has caused 
revenue losses to the provinces, as the scheme applies to 
both federal and provincial shares of tax revenue. 
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